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Mr. Chairman and Members of the Subcommittee:

We are olrased to aopear here today to discuss our review
of the procurement of eyealasses and other Medicaid sumplies
and services. We are making a review of the practices of
four States--California, Idaho, Oregon, and Washington--for
obtaining eyaglasses, hearing aids, oxygen, and Jdurable medi-
cal eauipment for Medicaid recivients. We have also obtained
information on New York City's attemot to contract for the
purchase of Medicaid clinical laboratory services.

Sinice our review is not yet complete, our comments today
will be limirted primarily to the purchase of eyeqglasses for

Medicaid reciovients and New York City's attemot to contract

for the purchase of Medicaid clinical laboratory services.



Medicaid--authorized by Title XIX of the Social Security
Act, as amended--is a grant-in-aid program under which the
Federal Government pavs part of the costs incurred by States
in providing medical supplies and services to persons unable
to pay for such care. The Federal Government pays “rom 5SU
0 78 percent of the costs incurred by States in providing
medical supolies and services under the Medicaid obrogram.

The Health Care Financirnqg Administration of the Depart-
ment. of Health, Education, and Welfare (HEW) administers
Medicaid at the Federal level. The indivicual States are
resoonsible for administering their individual Medicaid
programs,

Under the Medicaid program, reimbursement procedures for
eyeglasses and other suoolies and services are set forth in
the individual State plans. Payments for such items are
generally limited to the vendor's usual and customary charges.
In some States, these charges are also subject to ore-established
State maximum prices. Participatinag vendors aqree that the
amount paid by Medicaid will be acceoted as payment in full.

LIMITEC MEDICAID COVERAGE OF
MEDICAL SUPPLIES AND SERVICES

The Social Security Act recuires that Medicaid services be
%

protv ided to persons receiving federally supported financial

assistance--generally krcwn as the categorically needy. In



addition, States can cover other persons, generally known as
the medically needy, whose incomes and other resources exceed
State or Federal reaquirements to qualify for public assistance
but which are not enough to pay for necessary medical care,

The Social Security Act recuires that State Medicaid
programs provide rertain basic services including laboratory
and X-ray services. However, while eyeqlasses and hearing
aids must be niovided to children, they are ontional! services
for other Medicaid recivients which mray be provided if a
State so chooses.

Thirty-tive States and jurisdictions provide eyeqlasses
to Med:icaid recipients, but 1lU of these States do not provide
eveglasses to the medically needy. Seventeen States and
Puerto Rico do not provide eyeglasses to Medicald recirviencs
other than children.

Twenty~three States provide hearina aids to adults, but
nine of these do not provide aids to the medically needy.
Twenty-six States and the District of Columbia do not provide
hearing aids to adults.

Fortyv-two States and jurisdictions orovide durable medical
equioment such as wheelchairs, crutches, and canes, to Medicaid
recipients, but 1> of these States do no* provide durable medi-

cai equipment to the medically reedy. Ten States and



Pu-rto Rico do not provide curable medical equipment under their
Medicaid programs.

Yo illustrate the differences in State practices, Cali-
fornia and Washington provide eyeglasses, hearing aids, and
jurable medical equipmert t« both the categorically and medi-
cally needy, while Oregon wrovides such services »2nly to the
categorically needy, and Idaho orovides eyegiasses and hearing
aids only to eligible children.

STATE PRACTICES FOR PURCHASIN(}'
EYEGLASSES

California

The California State Decvartment of Health, Medi-Cal
Division, administers the State's Medicaid rnrogram. Reimburse-
ments for ontometric services are based on the State's maximum
reimbursement rates or the provider's usual and customary
charge, whichever is lower. The Rates and Fees Sectiocn of
the Department of Health establishes the maximum reimbursement
rates for mredical services. In addition to materi¢l costs,
the maximum allowances include services such as fitting,
adjusting, ard followup visits.

The maximum reimbursement rates are based on a 197> study
by the Rates and Fees Section of materiel ana service ccst data
provided by opticianc and optometrists. The cost data obtained

in the study was us 4 to determine the propcsed payment level.



The 50th percentile of the reported usual and customary charges
was used tc establish the payment level for lenses. The State
dererwined that the 50th percentile would cover the costs
reported by most optometrists and vrovide an adeauate profit.

The maximum payment level for 2 single vision alass lens
ranged from $12.30 to $37.75, depending on the type and
strength of the lens. These orices include both provider
services and material. For example, the $12.30 lens pbrice
includes $5.41 for material and $6.8Y for nrovider services.

The reimbursement rate for frames was set at $14, at
the 28th percentile. The State felt that an adequate numbar
of durable and serviceable plastic frames were avai’ 'hle at
a maxinmum price of $14 which includes $8 for frames and $6
for provider services.

During calendar year 1976, California vaid about
$7,246,000 for the material cost of eveglass lenses and frames
under the Medicaid program. During 1976, California's averaqe
material price was $5.4>5> for one sinale vision lens, $10.16
for one bifocal lens, and $7.91 for frames.

Idahco

The Idaho Demartment of Health and welfare, Bureau of

Medical Assistance administers the State's Medicaid program,

Payments for eyeglacses are limited to $20 for frames, $22 for



a pair of single vision leases, and $25 for a pair of bifocal
lenses, or the provider's usual and customary charge, which=
ever is lower. Accordingly, the maximum nrice for single
vision eyeglass lenses and frames is $42. The Chief of the
Bureau of Medical Assistance advised us that the maximums
were established by the Bureeu prior to 1474 hased on a
survey of Medicaid prices being paid in nearby States.

During calendar year 1976, Idaho paid $76,712 for new
eyeglasses. The State of Idaho's cost reports do not separate
eyeqglass costs by lenses cr frames.

Oregon

Oregon's Devartment of Human Resources administers the
State's Medicaid proagram thrcough its Public Welfare Division.
The Medical Assistance Unit of the Division establishes maxi-
mum fee schedules for eyeglasses.

The Medical Assistance Unit reviewed the published prices
of large oo*tical firms to establish the maximum allowabie
rates for eyealass frames and lenses. The maximum rate was
set based on the highest published prices plus an allowanre
for postage.

Providers are limited to the lesser of their usual and
customary charges or the maximum allowable a: payment in full

for goods and services provided.



The ma:ximum allowable cost for one single vision lens
ranges between $4.90 and $11.4%. The maximum allowable cost
of frames is $8.50. Accordino to the State's optometric
consultant, this maximum charge limits the number of frame
styles available to about 10, most of which are plastic.

A maximum dispensing fee of $3.95 per single vision lens
was established effective July 1, 1976, as a result of a fee
survey conducted by the Oregon Op ometric Association.

During calendar year 1976, Oregon soent 3$283,632 for
eyeglass lenses and frames under the Medicaid program. The
average cost for one single vision lens was $5.30, for one
bifocal lens, $11.31, and frames, $d.41l.

Washington

The State of Washington Department of Sociel and Health
Services administers that State's Medicaid program. In July
1975, Washington reaguested bids from ontical supoliers to
provide eyeglass lenses and frames for the State Medicaid
program and the State Vocational Rehabilitation proaram.
Effective October 1, 1975, Bausch and Lomb beganr supplvying
eyegliss lenses and frames for these preograms. Under the
contract, Bausch and Lomb provides frames manufactured by

two other companies as well as its own to the State.



The contract provides sinqgle vision, bifocal, and trifocal
corrected curved white plastic or impact resistant glass dress
eyewear mounted in approved frames, Three styles each of
dress frames for men, women, boys, and girls are provided
making a total of 12 dress frame styles. In addition, occupa-
tional protective lenses and frames are available for men and
women. The contract reguires that a suitable case be included.

Ffrom October 1975 through June 1976, the contractor nro-
vided two single vision lenses for $6.35, two bifocal lenses
for $14.35, and frames for prices ranging from $2.60 to $H.Uv.
From July 1976 through June 1977, the contract cost of two
single vision lenses rose to $7.10. The contractor provides
the eyeglasses to providers whc are willing to particivate in
the Medicaid program for a maximum dispvensing fee cf $12.3U.

For the year October 197> through September 1476, Washington
spent $3062,292 for eyeglasses under this contract. The State
estimates chat the annual saving was about $Y6,000 comoared to
the State's prior method of purchasing eyeglasses at oroviders’
usual and customarv charges subject to maximum nrices established
by the State.

POTENTIAL SAVING3 THROUGH CONTRACT
¥

PURCHASING OF E EG ASSES

Washinaton paid $6.35 for a pair of single vision lenses

during the period January through June 1976 and $7.1U during the



period July through December 1376 as compared to orices of
$10.60 and $10.90 which Oregon and California, respectively,
vaid durina calendar vear 1976.

During calenaar vear 1476, Washington naid from $2.00
to 5>.u> for frames, as opposed t $7.Y1 and S8.41 vaid by
california and Oregon, resoectively.

California could have saved about $3.4 million during
1976 if it had nurchased eyealasses at the rates vaid by
washington. Likewise, Oregon could have saved about 5114,00U
if it had purchased evealasses at the rates naid by Washinaton,

NDDITIONAL MEDICAID SAVINGS POSSIBLE

Although our review of other Mediceid sunplies 135 not com-
plete, we have observed other ootential savings in the nrocure=
ment ot hearing aids, oxvaen, and durable medical eaqu:pment.

None of the four States reviewed nurchased hearina 1ds
for Medicaid recinients on a Statewide comvetitive contract
basis. Wwashington pays 8U percent of the retail orice of
hearing aids up to $329% based on 1977 aareements with hearina
aid dealers. 1In contrast, Oreqgon has recently started nur-
chasi1g some hearinag aids for the Medicaid orogram under price
agreements regotiated with various rroviders by the Oreqon
Department of General Services. Under these price agreements,

substantial savings over the retail wrices of thes: aids can



be realized. For example, during February 1977 a Portland,
Oregon, Public Welfare Office decided to purchase a hearinag
aid for $162 under their State price agreements instead of
paying a lcca! dealer $375 for the same hearing aid.

washington contracts for the purchase of oxyaen for
Medicaid recipients at from $3.10 to $4.30 per 1UU cubic
feet depending on the location. By contrast, California
purchases oxvgen at the providers' usual and customary
charges up to a wraximum cf $14.35 for 244 to 275 cubic feet,
or about $9.22 to $5.84 per lUU cubic feet.

In December 1976, California purchased 4,811 cylinders,
ranging from 244 to 275 cupic feet of oxyoen at an average
cost f $14.U3., The cost of 275 cubic feet of oxygen under
the Washington contract would range from $8.53 to S11.83.
The Washington contractocr also has offices in the State of
Oregon and charges the Oreqon Medicaid proaram, on a non-
contractual basis, $17 for 244 cubic feet of oxvaen.

Washington purchases most of its durable medical eauio-
ment and lends it to proaram beneficiaries bhut retains title
to it. The beneficiaries are reaguired to return the eaquin-
ment to a pool when they no longer need i1t. Washinaton
Medicaid officials advised us that purchase discounts of as

much as 20 percent from manufacturers' sugaested list prices



had been obtained from large suppliers on purchases of durable
medical equipment. For example, Washington is paying $264.35
for a wheelchair, which lists for $311, and which must be
returned to the State for reissue. California on the other
hand, gives the wheelchair to the recipient and, in many

cases is paying the manufacturer's list price.

PROPOSED_NEW _YORK C Y "ONTRACT
FOR MEDICAID LABORATORY SERVICES

New York City officials, interested i.. better cost control
and dissatisfied with the quality of work performed by labora-
tories under the Medicaid program, attempted to contract for
laboratory services.

In April 1975, the city advertised for bids for its Medicaid
laboratory services. Potential bidders were invited to submit
bids to service any or all of New York City's five boroughs.
Successful bidders, however, could be awarded no more than one
borough plus the borouah of Staten Island. A seaquential system
of bid openings was designed based on the decreasing order cf
each borough's Medicaid populetion. 1f bidders were awarded
one borough, they would become ineligible for further awards,
except for Staten Island althouah they may have been iow bidder.
The intention was to maximize laboratory particioation in the
awatd process., Because of its low Medicaid population, the
borough of Staten Island was to be awarded last and to the
lowest bidder, regardless of prior awards.

- 11 -



The bidders were 1 'quired to submit the bid in two parts--
a maximum aggregate fee and a unit price for each test. The
maximum aggregate fee represented the fixed ceiling price for
~which the contractor agreed to provide all clinical laboratory
services requested within the designated borough during the
stipulated time period. This amount would be the basis for
the contract award.

A contract was to run for 3 years with a safety clause
which automatically increased the maximum aggregate bid on a
prorated basis to cover future increases in the Medicaid
povulation. This maximum aggregate price is significant,
especially in light of the city's expenditures for laboratory
services which rose from 33.7 million in 1970 to $10.7 million
in 1975.

The unit price was the single fixed charge for any labo-
ratory test processed, regardless of the cost of a particular
test. This was important because actual reimbursement was to
be limi‘ed to the unit price times the actual number of tests
cerformed, up to the maximum aggregate bid.

The aggregate prices obtained by the city for its five
boroughs totaled $5.7 million with univ orices varyirg from
$0.89 to $4.00. This solicitation, nad it been consummated,

would have represented about a $5 million annual savings.
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This proposed contracting procedure represented not only
a potential cost savings but also provided for more expedi-
tious testing, increased quality control, and a computerized
record of services provided to each patient and ordered by
each physician.

A coaliticn of clinical laboratories sought a Federal
court injunction preventing the award of such contracts on
the grounds that the city procosal would impair a Medicaid
recipient's right under Medicaid law to freedom of choice
to choose a clinical laboratory.

The city contended that no patient's freedom of choice
was involved since it was the attending physician who tradi-
tionally made this decision.

In August 1975, the court enjoined New York City from
awarding centracts for all the <ity's clinical laboratory
services. However, it vermitted the city to award a contract
in one of the city's five boroughs. As of April 1977, a
contract had not been awarded.

The court stacved thet in the future it would address the
question of whether the statutory freedom of choice require-
ment 1s applicable to laboratory services.

Proposed legislation, S. 705, was introduced on Febru-
ary 10, 1977, which would amend the Social Security Act to

permit competitive bidding for laboratory services.
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HEW ADMINISTRATION

The 1572 Amendments to the Social Security Act provided
that reasonable charges for Medicaid medical supwrlies, equip-
ment, and services which do nui ¢iifer significantly in aqual-
ity from one supplier to ancther will be limi.<d to the lowest
charge levels consistently and widelv available within a
geographic area. In January 1977, HEW published draft requla-
tions to implement the Medicaid reasonable charge requirement.

The draft regqulations provide that when the cuality of
medical supolies, ecuioment, and services do not varv signifi-
cantly from one supplier to another, reimbu.sement will be
based on the lowest charge level at which these items are
generally available in a locality.

While the lowest charge concept should helv to reduce
the prices being vaid by Medicaid, it does not insure that
the lowest possible price is being vaid. 1In our ovinion,
agreements with suopliers--through competitive bids or
negotiations—-would vrovide greater assvrance.

Contracting for eyeglasses, hearing aids, and dureble
medical equicment at reduced nrices is practicz2d bv several
Federal agercies, including the Devartment of Defense and

the Veterans Administration.



On September 29, 1976, HEW awarded a contract to the
National Institute for Advanced Studies for the evaluation
of selected Medicaid services reimbursement practices and
policies--hearing aids, eyeglasses, clinical laboratory
services, and Health Maintenance Organizations. 1In May
1977, the Institute issued a report entitled, "Alternative
Reimbursement Approaches for Eyealasses and Implications
for Medicaid Policy," which pointed out the benefits of the
Washington eyeglass contract in terms of saving money and
guaranteeing aquality. In May 1977, the Institute also
issued a report which presented alternate reimbursement
approaches for Medicaid heavring aids.

NEED FOR LEGISLATIVE CLARIFICATION

The Social Security Act (42 0.5.C. Section 139%a(a)(23))
provides

"* * * that any individual eligible for medical

assistance (including drugs) may obtain such

assistance from any institution, agency, com-

munity pharmacy, or person aqualified to verform

the service or services reauired * * * who under-

takes to provide him such services * * #* »

Both the House and Senate reports accompanying H.R. 12080

which added this section state that this provision was



included in order to provide Medicaid recipients with freedom
in their choice of medical institution or medical practitioner.

Our reviews have indicated that nast efforts by certain
States to minimize Medicaid procurement costs have raised the
guestion of whether such practices are in conflict with the
freedom—of-choice provisions. For 2xample, HEW filed a friend
of the court brief in the New York City laboratory case. 1In
its brief, HEW stated that:

"x * * jn liaht of the clear wording of

Section 13Y6a(a)(23) itself and HEW's consistent

construction that the provision encomoasses

freedom of choice as to all providers of

services, including laboratories, the Secretary

submits that the New York proovosal, which would

effectively end a recivient's freedom of choice

in obtaining laboratory services, is contrary

to federal law."
The HEW brief went on to state that the New York City laboratory
project might be acceptable as either an exverimental, vilot, or
demonstration project for a limited duration; or as a non-
exclusive contract with a particular laboratory which would pver-
mit those Medicaid recipients wishing to choose a different
qualified laboratory if that laboratory would perform the medical

services at the same fee.



The HEW brief also noted that:

" * * ag practical matter most Medicaid matients do

not make a meaningful choice as to which labora-

tory is to verform their laboratory tests but as

a normal practice simply accept the referral of

their doctor."

As another example, on May 12, 1972, we issued a revort
regarding durable medical ecuivment in which ‘e discussed the
State of Washinaton's practice of ourchasing and pooling this
equipment under its Medicaid program. The use cf an ecuipment
pool appeared to HEW to conflict with the freedom-of-choice
provision. By letter C¢3ted January 26, 1472, HEW's General
Counsel stated that HEW believed Washington's practice was
contrary to Federal law and reaulations.

Regarding contracting for other Medicaid supnlies, it
avpears to us that the Social Security Act permits States to
contract for the purchase of eyealasses, hearing aids, and
oxygen. However, the issue is not clear-cut since by the
terms of the contract for hearing aids and oxvgen, program
beneficiaries may not have a "free" choice in the selection,
of the providers.

In summary, we believe that the competitive bidding and
equipment pooling practices of Washington represent economical

methods which can help contain costs and assure ootimum use of



available resources. The potential savings to both the Federal
and State Governments through contracting for the purchase of
certain Medicaid supplies and services is substantial. How-
ever, because such contracting might conflict with the legis-
lative provision concerning freedom of choice, the Congress
should clarify its intent in this regard.

Mr. Chairman, this concludes my statement. We shall be
happy o answer any auestions that you or other members of the

Suhcommittee might have.





